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Introduction
On 1 May 2004 ten new countries, mostly the former transition economies of the Central and Eastern Europe, joined the European Union (EU). The Union grew from 15 to 25 members. The enlargement, often referred to as the Eastern enlargement, did not stop as on 1 January 2007 Bulgaria and Romania entered in the second wave, bringing the total number of Central and Eastern European Countries (CEECs) and former transition economies in the EU to ten. 1 The Eastern enlargement of the EU, which resulted in an addition of over 100 million people, made the EU the largest single market in the world with a combined population of 500 million inhabitants. As the largest combined economy in the world, where freedom of movement of people, goods, services and capital apply, the EU ranks first as the source and destination for Foreign Direct Investment (FDI) flows in the world, accounting for 34% and 42% of global inward and outward FDI stocks respectively in 2012 (see: UNCTAD 2013 .
What is remarkable, however, is that despite the status of a prime destination for FDI, the cross-country understanding on what motives drive multinational firms' decisions to locate within the EU is virtually non-existent. Data availability considerations are partially the reasons for the fact that cross-country studies of FDI location decisions at the European level are rare. 2 The purpose of this study is to fill this research 'gap' and explore what motivates the location decisions of multinational firms that choose to invest in the EU, making an explicit distinction between market-seeking and resource-seeking motives . While there exist many empirical studies that analyse the determinants of FDI location choices for individual European countries (e.g. Hill and Munday 1992 Bulgaria and Romania) , such studies fail to take the broader perspective and fail to account for the fact that a multinational firm want to invest in a EU Member State not only because it is interested in serving the national market of a country in question but because it is interested in gaining access to the European Single Market.
It is reasonable to suspect that the investing multinational firms view the 'old' EU-15 countries differently from the more recent EU entrants, and that the same location 1 Most recently the EU grew yet again when Croatia joined the EU on 1 July 2013. 2 Notable exceptions are Alegria (2006) and Disdier and Mayer (2004) ; the former analysed the location choices of European multinational firms at the country and region level in 25 European Member countries but only from 1998 to 2005; the latter was limited to a sample of French multinational firms that invested in Europe over the period 1980-99, allowing for the preference heterogeneity of investors locating in Western versus Eastern Europe.
Business literature, which identifies three motives for asset-exploiting FDI: marketseeking, resource-seeking and efficiency-seeking.
While the data enables us to identify market-seeking and resource-seeking motives for FDI location choice, we are not able to detect the efficiency-seeking motive without distinguishing between project types and looking explicitly at the expansionary investment. In essence, we recognize that the strategic determinants and specific motives that drive investment location choices may differ depending on whether an individual project is a new investment or an expansion of an existing project and investigate the possibility that location choice motives are fundamentally different between project types. Specifically, our project data makes a distinction between new investment projects ('greenfield' FDI) and expansions ('brownfield' FDI), which not only allows us to gauge if market access and resource-seeking motives are important, but also enables us to examine the presence of efficiency-seeking through economies of scale in the FDI location. Any significant differences between new investment and expansion projects for each of the EU-15 and EU-10 would imply that motives other than the efficiency drive expansionary investment.
The EU Single Market is likely to be a factor in its own right that attracts FDI to the individual EU Member States. Neary (2002) notes that there is 'considerable empirical evidence for the importance of the Single Market in encouraging more FDI into the EU'. Basile, Castellani, and Zanfei (2009) , quoting Neven and Siotis (1996) and Barrell and Pain (1999) , argued that the leading position of the EU in attracting inward investment can be attributed to the accelerating process of economic integration that occur between the Member States. Specifically, with an effective dismantling of trade barriers within the EU, freedom of movement of people, goods, services and capital may have made a significant contribution to attracting FDI by making country boundaries more blurred (Basile, Castellani, and Zanfei 2009) and hence, improving the market access for those firms that choose to set up their operations in an EU country.
To account for the possibility that investors choose to invest in the EU because it allows them to benefit from the unrestricted access to the European Single Market, we control for the existence of a pure EU Membership effect. Considering that the CEECs joined the EU over the study period provides a natural experiment for testing the market access motive for FDI location choice. Resmini (2007) , who studied the effects of economic integration with the EU on regional patterns of industry location in four transition countries, argued that spatial implications of the EU integration process have been grossly neglected. We explore what role may have been played by additional EU-specific factors such as the introduction of the Single Currency and the European Structural Funds.
3
The rest of the paper is organised as follows. The following section considers the underlying theoretical framework. Section 3 discusses the econometric model and methodology. Section 4 introduces the model specification and describes the data. The results of the estimation are presented in section 5, while the conclusions are drawn in section 6.
Theoretical framework
The multinational enterprise (MNE) activity in the form of FDI has grown at a faster rate than most other international transactions and this has led to substantial interest in analysing the fundamentals that drive FDI behaviour (Blonigen 2005) . The purpose of this section is to set out some of the theoretical frameworks explaining the typology of motives for FDI and factors that are deemed important in the plant location decisions.
In the modelling of FDI decisions the convention of a three-tiered hierarchy of 'MNE/exporters/domestics' has emerged (Cieslik and Ryan 2009) . As illustrated by Basile, Castellani, and Zanfei (2008) , in this set-up the decision process of a firm is of the following structure. Firstly, a firm makes a decision as to whether to serve a foreign market. Secondly, if a decision to supply a foreign market has been taken, the next step is to determine the best strategy to do so. The firm can choose from a range of possibilities like exporting, licensing, collaborative agreement or FDI. Lastly, if a firm decides to undertake FDI, it has to choose a location for its production facilities. Most studies focus on a single node of this decision-making process, with a research on the motivation for FDI location choice usually being conditional on MNEs having already decided to invest abroad.
According to Blonigen (2005) the standard answer that gives an intuitive explanation for the emergence of MNE activity essentially boils down to the existence of intangible assets that are specific to the firm: technologies, managerial skills, etc., in the sense that the use of these assets in one plant does not diminish their use in another plant. A paradigm that offered a more comprehensive explanation as to the magnitude and pattern of international production was the eclectic paradigm of Dunning (1977) . The eclectic paradigm, also known as OLI framework, suggests that a firm will engage in FDI activity in a particular location if three separate conditions are satisfied:
• It possesses a firm-specific asset, which puts it at an advantage against a firm in another country (O-advantage);
• The benefit of employing this firm-specific asset in a foreign country has to exceed the benefit of utilising it in the domestic market (L-advantage);
• The best strategy for the firm is to transfer this asset internally to a foreign affiliation unit rather than to use the market to pass them to foreign firms, thus overcoming market imperfections (I-advantage).
A configuration of OLI-advantages differs between countries (regions), industries and firms and therefore, a change in any of O, L or I advantages directly cause a change in the inward or outward FDI position of a country (Dunning 1977) . Dunning (2009) acknowledged that: "We chose to call the paradigm 'eclectic' as we believed, and still believe, that a full explanation of MNE activity needed to draw upon and integrate a variety of contextually related theories; and most noticeably, those which took account of the different types of MNE activity." Subsequently to the 'eclectic paradigm ' Dunning (1993) , building upon the OLI framework (Dunning 1977) and drawing on the work of Behrman (1972) , developed a taxonomy of four types of MNE activity, where the primary motive underlying FDI was a distinguishing feature. The following motives for FDI were identified: 5
• Market-seeking FDI: an investing firm is interested in establishing production affiliate overseas to serve the demand in that market. A decision to invest is primarily driven by characteristics such as market size and market growth prospects, but also influenced by considerations such as the presence of the main suppliers, main customers and main competitors in those markets, aiming to adapt the goods to local tastes and preferences 6 Lundan 2008, Franco, Rentocchini, and Marzetti 2008) . Unlike resource-seeking FDI, the market-seeking FDI is demand-side oriented.
• Resource-seeking FDI: the principal motive for a firm to engage in FDI is to acquire higher quality resources and/or factors of production at the lower real cost. Access to these resources is a source of a comparative advantages for the firm. Commonly sought resources include physical natural resources (such as minerals, fuels, metals or agricultural products), inexpensive unskilled or semiskilled labour, as well as technological capability or managerial and organisational skills. Resource-seeking FDI is supply-side oriented.
• Efficiency-seeking FDI (also rationalised FDI): the main motivation for a firm to invest abroad is to promote the efficiency of MNE global or regional structure by means of reducing production costs or enhancing the efficiency of the division of labour or the process of specialisation. The benefits are achieved by exploiting the economies of scale. Efficiency-seeking MNEs essentially take advantage of differences in factor costs, factor endowments, institutional arrangements, governmental policies, market structures and consumer demand. Efficiency-seeking FDI is in many instances a sequential to the resource-seeking or market-seeking FDI activity (Dunning 2000) .
The fourth and final motive for FDI identified by Dunning (1993) , strategic-assetseeking FDI, is different in nature to the first three types, since the primary purpose of investment is to acquire the new foreign asset, rather than to exploit the existing assets. In that respect, four motives for FDI can be subdivided into two types. The first three can be seen as 'asset-exploiting in nature' since the main objective of MNE is to generate higher profit stream through the use of the existing firm-specific O-advantages. On the contrary, the fourth motive for FDI relate to the situation when the firm's objective is to add to its existing portfolio of assets. Seeing that our data captures productive investment but excludes mergers and acquisitions, the final motive identified in this section is of no direct relevance to our research and will not be considered further.
In summary, the typology of FDI motives provides a logical framework for analysing the multinational firms' location decisions and subsequently it governs our choice of explanatory variables to analyse the destination for inward FDI in the EU-25.
Econometric framework
When selecting a location for their plant, an investing firm actually faces an economic decision, which by nature is a discrete choice (Crozet, Mayer, and Mucchielli 2004) . In our model an individual firm chooses a single location from a set of 25 EU countries in any one year over the period 1997-2010. Our study on the motives for FDI location choice is made conditional on MNEs having already decided to invest in the EU-25. Crozet, Mayer, and Mucchielli (2004) said that the methodology used for modelling the location decisions of MNEs should account for the discrete choice nature of these decisions. This is why Random Utility Maximisation-based conditional logit model has been widely used in the applied research on industrial location.
Originally proposed by McFadden (1974) , the conditional logit model was first applied to model firms' location decisions by Carlton (1979 Carlton ( , 1983 . Based on McFadden's assumption of utility maximising behaviour of economic agents, the virtue of this framework is that it links a site selection by a profit-maximising firm to the attributes of the locations. For a location j to attract inward investment at time t it must possess a set of attributes such that an investing firm i can accrue a level of profits higher than profits that it would have derived from locating elsewhere: π ijt > π ilt ; ∀l = j.
The profit function can be decomposed into a deterministic part (V ijt ), which is assumed to depend linearly on these observable attributes of a location (X ijt ) that affect the profitability of setting-up a plant in that location 7 and a stochastic part (ε ijt ) that captures the investor-specific idiosyncrasies, unobserved heterogeneity and a measurement error. In the random utility maximisation setting, profit maximisation behaviour implies that at time t the probability of a firm i selecting a production site in location j amounts to the probability that at time t locating the production in location j generates the greatest profit for firm i among a set of J different locations, where J = (1, , j, , l), which in our setting is a set of 25 Member States of the European Union:
(1)
It is assumed that the error terms ε ij are identically and identically distributed (iid) across firms and locations and that they have standard Extreme Value Type I (Gumbel) distribution. Under this assumption, the probability that at time t firm i chooses location j rather than another location from a choice set is:
As noted by Train (2003) , McFadden (1974) demonstrated that the log-likelihood function with these choice probabilities is globally concave in parameters β, which makes the estimation of a vector of coefficients β by maximum likelihood procedure relatively easy. The major shortcoming of the conditional logit model is the Independence of Irrelevant Alternatives (IIA) assumption, which imposes a uniform pattern of substitutability between any pair of location alternatives (McFadden 1974) . The problem arises when unobserved heterogeneity affects the uniform perceptions of the substitutability between locations and "make some choices closer substitutes in the eyes of certain investors than other choices", thus leading to the violation of IIA and resulting in biased and inconsistent estimates (Head, Ries, and Swenson 1995) .
As long as there is a suspected correlation across locations that leads to the violation of the assumption of error terms being independent across both individual firms and spatial choices, the nested logit methodology should be used instead of conditional logit. Admittedly, the estimation of nested logit model is computationally intensive and may be infeasible in our set-up. 8 To our defence for using conditional logit methodology in this study, Guimaraes, Figueiredo, and Woodward (2004) argued that the violation of IIA assumption was more likely when spatial choices were analysed at small geographical units. This is because as the location alternatives get smaller in scale, these unobserved site characteristics are more likely to extend their influence beyond the boundaries of the considered spatial units.
Model specification and data
The conditional logit model in (2), where i = 35, 105 FDI projects, j = 25 countries (EU-25) and t = 14 years from 1997 to 2010, giving n = 877, 625 observations across all projects and countries. Country variables that are deemed to affect the profitability of investing in country j are lagged one year to account for the possibility that a rational firm selecting a location of its foreign affiliate at time t makes use of location-specific characteristics that were known to it at time t − 1.
Two of the independent variables, EU Single Market and euro dummies, were not lagged one year. This is because the EU/EMU membership is announced in advance and the full benefits associated with the membership are available to a firm only upon the EU accession/euro adoption and thereafter. To illustrate, if we were to expect the access to the European Single Market to be an important motive for investment, we would expect a surge in FDI to occur around the time of the EU accession and not before. Furthermore, as EU accession and euro adoption are announced in advance, this gives a prospective investor a chance to strategically time their entry. Alongside the country variables we also include the country fixed effects (α j ). The dependent variable in the model is a dichotomous variable, which takes a value of one if at time t firm i chose to invest in country j, zero otherwise.
In the following subsections we describe the data and provide the justification for our choice of explanatory variables, with reference to the theory. A full list of the variables is provided in the Appendix Table A1 .
Dependent variable
The analysis makes use of the Ernst & Young European Investment Monitor (EIM) data. The EIM is an online information provider, which tracks and records inward investment in Europe. Data is collected for 25 European countries for each year from 1997. Identified by the EIM are all project-based foreign direct investments, grouped into the following project type categories: new investments, new co-locations and expansions. It excludes information on mergers and acquisitions, and joint ventures 9 , licence agreements, extraction of ores, minerals and fuels, portfolio investments. This implies that the focus of our analysis is on the productive investment and it is important considering that determinants of location choices may vary depending on the entry mode (Basile 2004) . Each FDI project is recorded individually and in addition to the location information, entries also contain information on company name, announcement and startup date, origin, industrial sector classification, employment and value of investment. 10 Our final FDI dataset consists of 35,105 FDI projects for the 25 EU countries. Our preliminary data interrogation in Table 1 In the period following the conclusion of the second wave of Eastern enlargement in 2007, however, the pattern of FDI appears to have returned to that of pre-Eastern enlargement.
As mentioned, our FDI dataset distinguishes between three project type categories: new investment, expansions and new co-locations. The difference between expansions and co-locations is that while the former results in an increase in capacity of existing functions at their present location, the latter involves new functions that are co-located at or near an existing activity. 11 In the empirical section of this paper, we define 'broad' and 'narrow' expansions, where the former consists of expansions and co-locations grouped together. In our econometric analysis whenever we distinguish between project types we tend to contrast new investment with 'broad' expansions. Table 2 , which gives the distribution of FDI projects by project type and regional subgroup, shows that new investment makes up about two thirds of a total number of projects in EIM dataset. It also demonstrates that the distribution of projects is unbalanced between EU-15 and EU-10, supporting what was shown in Table 1 . 'New' EU countries receive only 20% of total new investment projects. The East performance lags further still behind that of the West in encouraging the re-investments, as only 18.5% of expansions are recorded to take place in the 'new' EU (17% if co-locations are excluded). 
Independent variables
Given that the main purpose of this study is to determine the motives for FDI location in EU-25, we sourced a range of country data to reflect on location characteristics that may appeal to different types of asset-exploiting FDI (i.e. resource-seeking, marketseeking and efficiency-seeking FDI, as outlined in Section 2). While it was relatively simple to decide on and collect demand-and supply-side factors that may appeal to market-seeking and resource-seeking FDI respectively, it was more problematic for efficiency-seeking FDI. On one hand, efficiency-seeking FDI takes advantage of differences in the availability and costs of traditional factor endowments in different countries (Dunning 1993) and in that respect is seen as overlapping with resource-seeking motive. On the other hand, it exploits economies of scale and scope, and takes advantage of differences in taste and supply capabilities (Dunning 1993 ). While we feel that it is difficult to capture differences in taste and supply capabilities with quantitative data, it is possible to examine the efficiency-seeking motive for FDI location by looking at the differences between 'greenfield' new investment and expansion projects.
In our analysis we also include a set of additional controls on macroeconomic and institutional environment, and industry-specific characteristics, the choice of which has been dictated by the theoretical underpinnings of the spatial choice literature. The main source of the country-level location data is EUROSTAT, the Statistical Office of the European Union, albeit some of the indices were constructed by the authors.
Market demand is the fundamental location determinant because it captures the market potential of the host economy (Procher 2009 ) and market-seeking firms are traditionally attracted to those locations where they can benefit from large demand (Alegria 2006) . By locating in a host country which is a Member State of the EU, an investing multinational firm gains not only an access to the local market of its host economy but importantly an unlimited access to the European Single Market of 500 million consumers. An EU Membership dummy controls for the EU Single Market access motive for FDI location in the EU-25. Furthermore, an access to the local market of an individual EU-25 host country may be an important location consideration and so we include real GDP to proxy for the absolute local market demand. Real GDP per capita is included to capture the relative purchasing power in the local market and real GDP growth rate is an indication of the sustainability of the economic performance and the economic prospects (Procher 2009 (Procher , 2011 . Population density indirectly captures the market potential, as it measures the degree of urbanisation and therefore, the size of the consumer base. The more dense population density allows a firm to capture the larger consumer market within a given geographical space and thus, may appeal to market-seeking FDI. Among market potential variables we also include a measure of external market access. Alegria (2006) argues that in the EU, the investing firms are likely to consider not only the internal market demand of the host country, but also the demand of the other economies of the Single Market, and therefore it is important to consider the EU-25 wide market access. This is what a market distance index, otherwise a gravity-weighted market size measure of external market potential (in the manner of Harris's (1954) market potential), aims to do. Specifically, a market distance index is a measure of the within the EU market distance that attempts to quantify how central/peripheral a location is, and therefore, its relative position to the other markets. The market distance index is a proxy for the transport costs within the EU-25, and in that respect complements the EU Single Market access dummy, which captures the reduction in overall trade costs associated with the removal of internal trade barriers for CEECs within the EU-25 (e.g. tariffs). Lastly, for policy purposes it is of interest to know if FDI has shifted its location pattern within the EU in response to the Eastern enlargement in 2004 and 2007, and for that purpose we include an East intercept dummy in those regressions where we allow for the FDI motives to vary between 'old' and 'new' EU Member States (East-West heterogeneity). Specifically, an East dummy determines how different is the perception of the 'new' EU Member States vis-a-vis the 'old' EU-15.
For the case of resource-oriented FDI, the optimisation strategy of the investor is also influenced by the supply side considerations associated with the access to the higher quality resources and/or factors of production, which directly affect the cost of producing in a given location. The motorway density is used as a proxy for the quality of the physical infrastructure, which may be one of the resources that FDI seeks to benefit from, as it facilitates the transport of goods. The supply side characteristics also encompass factors such as labour costs, skills and the quality of the labour force, labour availability. The skill base of the workforce, including technological capacility or managerial and organisational skills, is an important resource for MNEs and in our analysis it is captured by the education attainment of the working-age population, both secondary and tertiary. The unemployment rate is used to capture the availability of workforce. Disdier and Mayer (2004) note that high rate of unemployment can be interpreted as the signal of availability of a large pool of workers (in which case, the unemployment is a factor that attracts inward FDI), but it can also be viewed as the sign of a rigid labour market and poor quality labour force (which would discourage the investment). Finally, a resource-seeking FDI often search to acquire higher quality resources and factors of production at a lower real cost and to capture this we include real wage in manufacturing to proxy for the economy-wide labour costs. Generally, labour cost is one of the largest components of production costs and hence, one the most important cost considerations for firms. Since an increase in wages leads to a fall in profit margin for firms, ceteris paribus, the expected effect of wages on the probability of inward investment is negative. However, it is also plausible that multinational firms are attracted to the high labour costs locations as it is where highly skilled workforce may be found (Procher 2011) .
While with the market potential and resource variables we hope to capture if the motive for FDI location in th EU-25 is market-seeking or resource-seeking in nature, it is important to include a range of other controls in our analysis of FDI location choices. Essentially, the aforementioned variable groups focus on the profit-and costdriving factors, which feature in the neoclassical theories. Neoclassical theories assume that agents are rational and perfectly-informed, and optimise their decisions by choosing the investment location such that the profits are maximised or the costs are minimised. 12 Alegria (2006) argues that the traditional neoclassical location determinants are 'the principal motive for multinationals' location choices in the existing literature'.
In addition to the neoclassical strand, the institutional theories emphasise the role of the institutional environment of the host country, such as network of economic relations (relations of MNEs with their clients, rival firms, suppliers, public administration and local authorities) and judicial and regulatory systems (Arauzo-Carod, LivianoSolis, and Manjon-Antolin 2010, Procher 2011). Furthermore, favourable macroeconomic conditions of the host country, characterised by political and macroeconomic stability, is what motivates inward investment location as the risk and uncertainty associated with investing abroad is reduced. Trade openness index was included to establish the relative importance of market access and trade liberalisation in the location decisions, which is essentially a question of whether trade and FDI are substitutes or complements. Real exchange rate and its volatility influence the country choice for location of production facilities (Goldberg and Kolstad 1994) , especially when risk averse investors want to use the new foreign affiliate overseas to access and serve the other markets. Real Effective Exchange Rate (REER) and its variability control for the effect of the exchange rate stability. The corporate tax rate was used since the tax burden determines the post-tax economic rent that can be earned at the location (Procher 2011) . Moreover, risk averse investors consider the political risk of the host country (Busse and Hefeker 2007) . Finally, among the macroeconomic variables we also include the controls for the impact that the membership of the European Monetary Union (EMU) and the adoption of the Single Currency (the euro) on the location choices of investors. An euro dummy examines whether the elimination of the transaction costs that is associated with the use of a Single Currency was a catalyst for attracting FDI into the eurozone. Furthermore, an effect of the EU Regional Policy is controlled for by including the total EU Structural Funds payments. While the EU has no policy instrument 'dedicated' to attracting FDI (Basile, Castellani, and Zanfei 2008) , it is of interest to establish whether the EU Regional Policy, that aims to promote the economic convergence between countries and regions of the EU by cofinancing the projects in infrastructure and education, helped to attract FDI into the poorer economies.
Finally, in addition to the demand-side and supply-side attributes, we decided to include a set of controls to characterise the industrial base of a location; these were industrial specialisation indices, inter-industry agglomeration index and industrial concentration index. All variables in the industry category were constructed by the authors. Two types of industrial specialisation index, location quotients, were calculated based on EIM FDI project data and EU KLEMS 13 employment data respectively. The location quotients, in our study referred to as foreign and domestic specialisation, attempt to capture the benefits that arise because of specialisation externalities and which occur predominantly between firms of the same industry (Marshall 1890 , Arrow 1962 , Romer 1986 ). The specialised workforce, close input-output relations (backward and forward linkages) and knowledge spillovers are what Marshall (1890) listed as the main advantages of the geographical clustering of firms in his discussion on specialisation externalities and agglomeration economies. Inter-industry agglomeration index, Jacobs term, measures how different an industry of a country is from a 'typical' EUwide industry base. The objective of the Jacobs term index is to establish whether the diversification externalities, also known as urbanisation externalities, are present. This is the concept developed by Jacobs (1969) , which says that since knowledge spillovers occur not only between firms of the same industry but span over complementary industries, a greater industrial diversity attracts more firms to a location. Finally industrial concentration index, otherwise known as Herfindahl index and developed by Ellison and Glaeser (1997) , measures an extent to what an individual industry is concentrated in space and attempts to pick up the localisation economies.
Empirical Results
This section discusses the empirical results of our analysis. The purpose of the paper is to analyse the motives for FDI location choice in the EU-25. Considered in our study are three asset-exploiting motives: market-seeking, resource-seeking and efficiencyseeking through exploiting economies of scale. Initially we consider if inward FDI across EU-25 is market or resource-oriented, but subsequently examine the differences in motives for FDI between West and East. Seeing that the motives for FDI may differ significantly between new and expansionary investment, the estimation results by project type are of main interest. By comparing new investment and expansions, we are able to establish if efficiency-seeking motive is the primary driver of expansionary investment. In the Appendix we also report the estimation results for a restricted sample of Manufacturing FDI and FDI from outside EU-25.
Location choice in EU-25
We begin with estimating the motives for FDI location choice across the EU-25, before analysing how the motives vary between West and East, and between project types. The purpose of estimating the base model on a full sample of countries and FDI projects, without making a distinction between EU-15 (West) and EU-10 (East), and between different project types, is to analyse the overall FDI location and examine the sensitivity of results. In that respect this subsection does not tackle the main research question of this paper. We begin with estimating the model without the country fixed effects (Table 3 , column (I)), but we subsequently include the fixed effects in column (II). Columns (III) and (IV) are the variations of our base model, where we introduce an interaction term of market distance with EU Single Market and East dummies in (III), and exclude EU Single Currency dummy in (IV). Columns (III) and (IV) will provide an information on the sensitivity and robustness of our base model results.
We begin with comparing differences in conditional logit estimation results between models without and with country fixed effects (column (I) and column (II)). In principle, by including country fixed effects, we are controlling for the average differences across countries in any observable or unobservable predictors. This greatly reduces the threat of omitted variable bias. Therefore, in all estimations but column (I) country fixed effects are included in the econometric model specification.
It is evident that a large part of our market potential variables are affected by the inclusion of the country fixed effects, both with respect to the coefficient sign and statistical significance. Crucially, the two models are not conclusive as to the role of trade 877,625 Notes: *** = 1% significance level; ** = 5% significance level and * = 10% significance level; Part of the model specification are also auxiliary dummy variables: wage rate dummy, Bulgaria-Romania dummy and Herfindahl dummy, but the coefficient estimates are not of direct interest and hence, not reported in the Table. and transport costs in attracting inward FDI across EU-25. While the model without country fixed effects demonstrates that the multinational firms prefer markets close to the core, although not necessarily within the European Single Market, the model with fixed effects suggests that peripheral locations within the EU Single Market are preferred. The positive and statistically significant coefficient on real GDP growth in both models confirms that investors prefer those markets that grow faster.
The size of the national market, captured by real GDP, and its average effect on the FDI location choice across all 25 EU Member States is not obvious. As expected, the size of the national market has a positive and statistically significant effect on FDI location in column (I), but with the country fixed effects included (column (II)) the sign on the real GDP turns negative. The reverse is observed for the real GDP per capita. While in column (I) the sign on the coefficient on income per capita is negative, the sign turns positive in column (II). In both cases, the models show a statistically significant effect of income per capita on FDI location. Population density in both models is negatively signed, but it is statistically significant only in column (I).
We feel a further explanation may be required with respect to the counter-intuitive behaviour and signs on GDP, GDP per capita ( GDP POP ) and population density ( POP km 2 ), especially with reference to the model without country fixed effects. Essentially, these three terms are potentially related, which may constrain the estimates on these. To see this, we can write these terms as follows:
Applying the logarithmic properties, the above can be rewritten as:
The equation simplifies further to:
Since GDP, POP and km 2 all capture country size it is plausible that estimates on a, b and c are positive, which in 3 implies that signs are positive (GDP), negative ( GDP POP ) and negative ( POP km 2 ), and this is what we find when estimating the model without country fixed effects in column (I). It gives some motivation for the negative sign on per capita GDP in particular. We do not regress 5, as these terms correlated and are difficult to interpret, while we can give meaning to the terms in 3. It shows why some signs are counter-intuitive.
On the resource factors, the quality of the road infrastructure captured by the motorway density is a factor that tends to attract FDI across EU-25, albeit the effect is not statistically significant when country fixed effects are not included in the model specification. As far as the education attainment is concerned, the models in columns (I) and (II) do not offer a compelling evidence as to the role of the education on the inward FDI location in the EU-25. While in the model without country fixed effects secondary education deters and tertiary education attracts FDI location, the inclusion of fixed effects leads to the effect of tertiary education becoming insignificant and secondary education turning positive. Model with fixed effects, thus, suggests that in the EU-25 as a whole multinational firms seek educated workforce but are not essentially interested in higher level skills.
Two remaining variables in the resource category encompass unemployment rate and wage rate, and their effect on FDI location choice in the EU-25 is not affected by the inclusion of the country fixed effects in the model. The multinational firms appear to avoid the locations with high level of unemployment, as they may consider such locations to have a rigid labour market and poor quality workforce. Importantly, and as expected, the location choice is negatively influenced by labour costs, meaning that multinational firms may be interested in achieving greater efficiency by means of reducing their costs.
Turning to the macroeconomic factors, according to column (I) more open economies in the EU-25 attract more FDI, while trade openness does not appear to be an important consideration in the FDI location according to column (II). The negative and statistically significant coefficient on the real effective exchange rate, which is consistent across two models, demonstrates that the probability of inward FDI is reduced when the domestic currency of a host economy experiences a real appreciation. Real effective exchange rate appreciation implies a loss in competitiveness and will discourage FDI whenever the size of the operating costs and willingness to re-export from a location are important considerations for an investing firm. On the other hand, the effect of the exchange rate volatility depends on the inclusion of country fixed effects. While exchange rate volatility discourages FDI in the model without fixed effects, the effect turns insignificant in column (II).
To our surprise, but similarly as it was with the EU Single Market dummy, models in columns (I) and (II) offer contradictory evidence on the role of the EU Single currency. Specifically, the euro appears to reduce the probability of inward FDI location according to the model without the country fixed effects. However, the inclusion of the fixed effects leads to the coefficient on the Single currency dummy turning positive. It may be more intuitive to expect that a membership of the EMU increases the probability of FDI location as investors may want to benefit from the removal of transaction costs and elimination of exchange rate risks that are associated with the use of the Single Currency.
We also find that the preferred locations across EU-25 are those where the corporate income tax rate and hence, tax burden are low, and this result holds in columns (I) and (II). The size of the EU Structural Funds payments has a negative effect on the probability of location, showing that the EU Regional Policy failed to attract more FDI (albeit it is not an explicit objective of the EU Regional Policy). Finally, political risk index of a country does not alter the location choices of multinational firms.
The industry variables have generally the predicted signs. The positive sign on foreign and domestic specialisation and the negative sign on Jacobs term demonstrate that the probability of inward investment is higher for those locations where the multinational firm can benefit from specialisation externalities (both from foreign and domestic firms) and diversification externalities, although the latter are not statistically significant location determinant in column (I). An industrial structure resembling that of a monopoly, (Herfindahl index closer to one), discourages FDI.
In column (III) we introduce a new term and keep country fixed effects in (as in column (II)). The extra term is an interaction of market distance with EU Single Market and East dummies, and it attempts to capture a distance to the Single Market in the new 'EU' in the post-accession period. The decision of how close to the core of the EU Single Market in the East the investor wants to locate will be affected by the investor's willingness to capture market demand in the 'new' EU Member States in the post-accession period. Nevertheless, we find that the new interaction term is not statistically significant. Furthermore, the Single Market (EU) loses statistical significance. All other results remain unaffected by the inclusion of the new market distance term.
Finally, in column (IV) we drop EU Single currency dummy to check how if it may alter the effect of the EU Single Market on FDI location choice. However, we find no evidence for this, as EU dummy remains positive and statistically significant. In comparison with column (II), the results in column (IV) are largely robust. The only two changes to report is income per capita that turns insignificant (positive and statistically significant at 10% in column (II)), and political risk index that is now negative and statistically significant at 10% significance level (insignificant in column (II)).
'West-East divide' in the location choice motives
In this section we reestimate the base model on a full sample of countries, but this time we allow for heterogeneity in the preferences of investors locating in the 'old' versus the 'new' EU (West-East heterogeneity in column (V)). In the basic model in Table 3 , we assumed that the effect of each predictor variable (i.e. the slope) was identical across all countries. By allowing for West-East heterogeneity in the FDI location motives we allow for the slopes to differ between 'old' EU-15 countries and 'new' EU-10 countries. Therefore, in column (V) we introduce slope dummies, i.e. interactions between West and East dummies and the key predictor variables. They tell us whether an individual variable has a statistically significant effect on FDI location in the West and in the East. In addition, significance information in the square brackets informs us whether the effect is statistically different between West and East. This allows us to highlight the differences in the location choice motives between West and East, rather than to assume that the average effect on FDI location choice is uniform across all 25 EU Member States. This should enable us to establish whether there exists a 'West-East divide' (see: Disdier and Mayer 2004) in the location choice motives.
In columns (VI) and (VII) respectively we show the base model estimation results for a restricted sample of EU-15 and EU-10 countries. In that respect, while in columns (VI) and (VII) we show FDI location choice within West and within East, we are not able to address the research question of this paper as the location choice is made conditional on the multinational firm having already made a decision to invest in the West (column (VI)) or in the East (column (VII)). In that respect, the results of the base model estimation within West and within East are of no main interest to us but we report them for the readers' reference.
Turning to interpreting the regression results in column (V) it has to be said we make no distinction between project types, although we do it in the following section. In that sense, in this section we look at differences in FDI location motives between West and East overall, but we can only test the relative importance of market access and resource seeking motives. We are not able to examine efficiency-seeking motive, as new investment projects are grouped together with the expansions, but we evaluate the presence of the efficiency-seeking motive in the following section.
In column (V), in addition to the slope terms we include East intercept, which demonstrates that the 'new' EU Members continue to be relatively less attractive destination for inward FDI as compared against their EU-15 counterparts. Foreign investors continue to be attracted by the EU Single Market. 14 Negative sign on the mar- 14 The limitation of this study is that we are not able to allow for the EU Single Market effect to differ 20 Table. ket distance term in the West suggests that access to the market is unimportant for FDI in the West, so that FDI prefers the more peripheral locations, whereas for location in the East the positive sign suggests access is important and it is consistent with the strong significant estimate found for the Single Market. The size of the national market and income per capita are not the factors that motivate FDI location in the West, whereas in the East investors seek to locate in the more prosperous markets, albeit negative size on real GDP may be an indication of the diminishing marginal returns to the national market size. In both West and East investors are attracted by locations with high growth potential.
On the resources, it is evident that the investors locating in the 'old' EU have a clear preference for well-connected locations with good quality road infrastructure but on the other hand, the motorway network density has no effect on location decisions in the 'new' EU. There is a marked difference in preferences of investors locating in the West versus the East with respect to the education attainment and skills of the labour force. Specifically, an increase in the education attainment of the working-age population, be it secondary or tertiary education, motivates inward FDI location in the 'old' EU. In the EU-10, on the other hand, education either discourages FDI (tertiary education) or is a factor of no importance (secondary education), implying that in the 'new' EU skills are not the resource that investing multinational firms are seeking for.
The coefficient on unemployment rate is negative and statistically significant in the West suggesting that when locating in the EU-15 investors view the unemployment as a signal of inflexible labour markets and poor quality workforce, and avoid such locations. The location of FDI in East is not affected by unemployment. Wages appear not to have a statistically significant effect on FDI location choice, although the results demonstrate that the effect of wages between West and East is different at 10% significance level.
The coefficients on trade openness show that trade and inward FDI are substitutes in serving the local markets in the East. On the other hand, the degree of openness does not have any influence on FDI location in the 'old' EU. The variability of real exchange rate has opposite effect on location choice in the 'old' versus the 'new' Member States of the EU. While the volatile exchange rate deters FDI in the West, it is a factor that attracts investors to the East. Although counter-intuitive at first, it provides a further support for trade-FDI substitute hypothesis in the sense that less volatile exchange rate may encourage firms to serve the markets of CEECs by cross-border trade instead of FDI, thus reducing the inflows of inward FDI to the East.
between West and East, as there is no variation in EU Membership status for EU-15 group throughout the period 1997-2010.
The model in column (V) shows that the effect of EU Regional Policy differs between West and East. While in the 'old' EU the location choices are not affected by EU Structural Funds, in the East the EU support appears to be associated with lessattractive locations as we observe an inverse relationship between the EU Structural Fund payments and the location choice probability. The political risk rating of a country does not alter FDI location choice in the West, while an improvement in the rating in the East increases the probability of inward FDI. For the remaining macroeconomic factors, we discover that their effect on FDI location choice is similar in the 'old' and 'new' EU Member States. Exchange rate appreciation continues to deter FDI location, while the Single currency motivates multinational firms to invest. Firms are discouraged by high level of company tax rate.
Turning to the industry variables, we find that foreign and domestic specialisation externalities attract FDI in both 'old' and 'new' EU. The difference in FDI location motives between West and East is noticeable in the preferences towards inter-industry agglomeration. While in the West, diversified industry is a factor that attracts inward investment, in the East it is a factor of no importance in the location choice. A presence of a monopoly reduces the probability of FDI location in both EU-15 and EU-10.
The results of estimation within West (column (VI)) and within East (column (VII)) largely comply with the West and East effects estimated in column (V). Population density appeared to be insignificant in column (V), while in column (VII) it is a factor that motivates FDI location within the East. Within East estimation results also show a negative and significant effect of labour costs on location, and a lack of desire of multinational firms to seek educated labour (insignificant coefficients on secondary and tertiary education attainment).
The findings in this section tend to provide an evidence that investment in the EU-15 is predominantly resource-seeking as investors are attracted to locations with educated workforce, low unemployment, good physical infrastructure and are not discouraged by wage demands of the labour force. On the contrary, the market-seeking motive appears to dominate in the 'new' EU Member States, as the multinational firms choose to invest in the densely populated and rich core markets.
Location choice motives for 'greenfield' and 'brownfield' FDI
The strategic determinants and specific motives that attract inward investment into a location may differ depending on whether an individual project is a new investment or an expansion of an existing project. In this section we explore the possibility that location choice motives are fundamentally different between new investment projects ('greenfield' FDI) and expansions ('brownfield' FDI). The purpose of this section is to analyse and highlight the differences in the location preferences of both types of investors. To establish that differences in preferences do exist between the types of FDI projects, we run a base model on a full sample of FDI projects but as it was in column (V) we allow for the slope on predictor variables to differ between project types (project type heterogeneity) by means of interacting individual variables with project type dummies. The results of empirical estimation for manufacturing FDI are shown in Table 5 .
Although we allow for the motives for FDI to differ between different types of projects, in this section we do not make an allowance for the motives to differ between West and East so that the results in Table 5 show the combined West-East effect. Considering that the results in Table 4 in the previous section demonstrated that the effect is likely to differ between 'old' and 'new' EU Member States (West-East heterogeneity), we will examine this possibility in the next section.
As shown in Table 2 , our dataset distinguishes between three different project types: new investment, expansions and co-locations. For the purpose of our analysis, we agree on two separate definitions of expansion-type projects. The first definition is the 'broad' one, whereby we group together expansions and new co-location. The second definition is the 'narrow' one, whereby we only count investment projects classed as expansions, but do not count co-locations. The exact difference between these two project types is that while expansions are defined as increases in capacity of existing functions at their present location, co-locations involve new functions that are co-located at or near an existing activity.
We begin with estimating a model in which we contrast the motives for FDI between new investment and 'broad' expansions (column (VIII)). Subsequently, we narrow down our definition of expansions and contrast it with the new investment and co-location projects (column (IX)). The information contained in Table 5 reveals not only whether the effect of a variable in question is statistically significant for a respective project type, but also reports in the square brackets whether the effect is statistically different between project types.
A key argument here is that if expansions were motivated by exploiting economies of scale, then we would expect to find that location factors are the same, considering that a random draw of projects chooses to re-invest. However, the estimation results in Table 5 reveal that there exist significant differences between new investment and expansion projects, suggesting that motives other than economies of scale are important for re-investments.
The results in Table 5 indicate a very different effect of growth potential on new in-24 Part of the model specification are also auxiliary dummy variables: wage rate dummy, Bulgaria-Romania dummy and Herfindahl dummy, but the coefficient estimates are not of direct interest and hence, not reported in the Table. vestment location versus re-investment. While new investment is motivated by higher growth rates, it is a factor of no significance in the case of expansions. Furthermore, column (VIII) shows that while expansions and co-locations are motivated by rich markets, new investment appears not to attach any importance to income per capita. This tendency is not evident when we work with the 'narrow' definition of expansions in column (IX), as all project types appear to be attracted by higher income per capita.
In the resource variables category, we notice a marked difference between new investment projects and re-investments with their attitude towards education and skills of the workforce. Multinational firms, which establish new investment facilities in the EU-25 appear to seek skilled workers. In the case of expansions, the investors either appear indifferent towards skills ('broad' definition of expansions used in column (VIII)) or are discouraged from re-investing further if the education level of the labour force is high ('narrow' definition of expansions in column (IX)).
There is a heterogeneity between project types in their attitude towards the exchange rate behaviour. In essence new investments are deterred by appreciating exchange rate, a factor to which expansion type projects attach no importance. The volatility of exchange rate is insignificant when we compare new investment with 'broad' expansions in column (VIII). However, when we work with the 'narrow' definition, we observe that volatile exchange rate has a negative effect on the probability of new investment and new co-location, but not 'narrow' re-investments. Finally, political risk of a country appears to discourage expansions from taking place, albeit it does not deter new investment in the first place.
For the remaining variables we do not observe their effect on FDI location choice to differ between project types and the coefficient signs are in accordance with the results presented in Table 3 , column (II). Importantly, all project types are motivated by the access to the EU Single Market, although the multinational firms prefer to set up new investment and re-invest in the periphery, where they can benefit from the well developed physical and transport infrastructure. The growth prospects are important for investors, albeit the national market size exhibits diminishing marginal returns in motivating inward FDI. All project types are deterred by higher wages and unemployment, as well as by the tax burden. Analogously to the preference for the Single Market access, new investment and re-investment projects are also attracted by the Single currency, although the probability of new investment and expansion is lower in those depressed locations that benefit from the EU Structural Funds.
Location choice motives for 'greenfield' and 'brownfield' FDI with 'West-East divide'
The empirical evidence presented in the preceding sections established that motives for FDI differ between 'old' and 'new' EU countries, as well as between new investments and re-investments. In this section we are able to combine two sets of evidence as we run a base model on a set of three restricted samples (new investment only in column (X), 'broad' expansions only in column (XI) and 'narrow' expansions only in column (XII)), allowing for a different slope on key predictor variables for the West and the East. In that respect, empirical findings contained in Table 6 are of a main interest in addressing the main research question of our study.
This section of our study allows us to examine a degree to which market access and resource factors affect new investment and expansions in the EU-15 and EU-10. By focussing predominantly on columns (X) and (XI) we attempt to gauge the degree to which the market access and resource factors affect investment in the West and in the East, and whether market access and resource factor appeal more to those multinational firms that carry out a new investment project or expand the existing activity. Estimation results for a sample of 'narrow' expansions are reported in column (XII) for the readers' reference.
By examining market potential variables, we notice that the access to the EU Single Market motivates re-investments but does not appear to stimulate new FDI. This is surprising at first but the explanation may be that with the new investment, multinational firms are willing to take more risk in order to gain access to the new markets. As far as re-investments are concerned, a decision to expand the existing activity will follow the successful economic performance of a foreign subsidiary. It is possible that the EU Single Market creates an economic environment conducive to firms' growth and new job creation, and therefore, is associated with the higher probability of reinvestments.
We notice that none of the market access factors affect the new investment location in the West, as not only the access to the EU Single Market is insignificant, but nor is the size of the national market or income per capita. New investment in the West displays a preference to locate in the periphery, away from the main markets. The behaviour of the new investment locating in the East is different, as it appears to be motivated by higher per capita income and growth rates.
Turning to the expansions and co-locations, a positive and statistically significant coefficient on the market distance suggest that the probability of re-investment in the East increases in the markets closer to the core. It may again be a result of business Table. environment that is more conducive to firms' growth that in the case of 'new' EU Member States exists only in the core markets with low transport costs. Expansions in the EU-15, on the other hand, albeit they do not reveal a preference for either core or periphery, they are attracted by the markets that grow faster. The re-investments in the West are deterred by the congestion as demonstrated by the negative and statistically significant coefficient on population density.
Considering the resource-seeking motive, both new investment and expansions reveal their appreciation of a well-developed physical infrastructure in the West. Furthermore, also the merit of skills and education of the workers is valued highly in the EU-15; while the middle range of skills captured by secondary education are sought to be utilised in the new investment projects, the higher level skills more often find their use in re-investments that demonstrate their willingness to pay for these skills. In the West, new investments and expansions are both found to avoid areas with high unemployment, as this may be where skills of the workforce are poor.
In the 'new' EU, unlike in the West, the physical infrastructure is not sufficiently attractive resource to attract new FDI or encourage re-investment. The role of education in attracting new investment and encouraging expansions in the East is generally not statistically significant either, although in the case of tertiary education, it shows to discourage re-investments. Higher wage rates in the East deter new inward FDI.
The remaining macroeconomic and industry controls are on the whole significant across the West and East, and for different project types. The Single currency appears to motivate inward FDI, regardless of whether it is a new investment or an expansion, while the tendency of an exchange rate to appreciate is a deterrent of FDI. An exchange rate volatility has a negative effect on new investment in both 'old' and 'new' EU Member States, but does not affect the probability of expansions. The results in column (X), (XI) and (XII) reveal that corporate tax rate and EU Structural Funds have a significant and negative effect on the probability of new investment location and re-investment in the East, but this effect is not detected in the West. This 'West-East divide' in the adverse effect of taxes and EU Regional Policy was not evident when we conducted our analysis on a full sample of projects (Table 4) .
The coefficients on the industry variables demonstrate that foreign and domestic specialisation externalities, as well as industrial concentration affect new investment and expansion projects across West and East. Inter-industry agglomeration term is negative statistically significant for the West only for different project types suggesting that industrial diversity is more important for FDI location choice in the West.
Finally, we examine the efficiency-seeking motive for FDI location in the 'old' and 'new' EU by looking for any differences among market access and resource factors that exist between new investment and expansions in the West, and between new investment and expansions in the East. Considering that re-investments should be just a random sample of the new investment projects that were carried out at an earlier stage, if we were to believe that exploiting economies of scale is the sole motive for expansions then we would not expect any differences in market-seeking and resourceseeking motives to exist between a sample of new investment projects and a sample of re-investments.
At first inspection it is evident that significant differences exist between new investment and expansion projects, and which suggest that expansion investments in both the EU-15 and EU-10 are more market-driven. In particular, while new investment projects in the West do not display any market-seeking tendency, as they opt for peripheral locations, expansions in the West prefer markets that grow faster. Likewise, in the East expansion projects have a strong preference to locate in the central markets, which is unlike the new investment that is indifferent between the core and periphery. In the case of the resource-motives the location factors also do not uniformly affect choices of the new investment and expansions in the West and East. Overall, this suggests that expansions are quite different in nature to new investments, so that they are not simply about adding scale to existing operations for the purpose of achieving greater economies to scale. While greater economies of scale or scope may be a consequence of these expansions, the results of this analysis suggests that they are also subject to market-access and resource-seeking motives, so that they are not being made to simply add scale to existing operations for efficiency motives.
In the Appendix, for readers' own reference we also show extra estimation results for project type subsamples of Manufacturing FDI only (Table A2 ) and FDI originating from outside EU-25 (Table A3 ). These results show that Manufacturing investment is clearly deterred by higher level skills in the 'new' EU and is motivated by a well developed physical infrastucture in the EU-15. Manufacturing re-investment is encouraged by the access to the Single Market and the probability of re-investment is less likely in the East. The similar pattern is not evident for the Manufacturing new investment.
Astonishingly, new investment originating from outside of EU-25 prefers to locate in the 'new' EU Member States, suggesting that new market access motive may be driving this behaviour. The new investment from outside EU-25 appreciate middle range skills in the West, whereas the re-investments reveal their preference for access to highly skilled workers in the West to whom they are prepared to pay a premium salary.
In summary, these results give us a basis to argue that market-seeking motive is more important for new investment projects setting up their production facilities in the 'new' EU countries rather than the 'old' EU. Market access is an important motive for re-investments in the East, where the probability of 'brownfield' FDI is higher in the core locations. The resource-seeking motive tends to drive the behaviour of new investment and expansions in the EU-15, but is not evident in the pattern of FDI location in the EU-10. Motives other than efficiency-seeking through economies of scale drive the behaviour of expansionary investment in both 'old' and 'new' EU.
Conclusions
This paper provides comprehensive cross-country evidence on the motives that drive FDI location decisions in the EU-25. It distinguishes between market access and resource factors, and tests for the presence of the efficiency-seeking behaviour. Specifically it examines how the three motives for FDI location differ between 'old' and 'new' Member States of the EU and seeks to establish whether there exists a significant 'WestEast divide' in the location preferences of multinational firms. To capture the discrete choice nature of the location choice, a conditional logit model is used and a range of market-based and resource-based factors are analysed, while macroeconomic and industry characteristics are included to control for other country-level factors that affect FDI location. Among others, the controls include EU-specific factors such as the Single currency and the EU Structural Funds.
Overall, we find that market access and resource-seeking motives are both important for FDI location in the EU-25, but crucially they differ between the West and the East. Allowing for FDI location motives to differ between 'old' and the 'new' EU Member States, the results show that FDI tends to avoid congested locations in the EU-15 by locating in the periphery further away from main markets, but this tendency is not evident for the EU-10 countries, which suggests that access to the Single Market is important for these. Investment in the EU-15 is predominantly resource-seeking, as better educated workforce attracts FDI and multinational firms are prepared to pay for the skills of the labour force. It appears that in the 'new' EU the market-seeking motive dominates, as investment tends to locate in the rich, core markets, albeit we notice that greater education attainment and higher labour costs both deter FDI.
An analysis by project type indicates that market access motive dominates the location choices of new investment and expansions in the East, but in the West marketseeking considerations impact on a decision to expand an existing activity rather than to carry out a new investment. The resource-seeking motive affects new investment and re-investment projects in the West, as investing multinational firms are motivated by an access to the better physical infrastructure and skilled labour force. Our project type analysis reveals that the access to the EU Single Market increases the likelihood of re-investment but does not affect the probability of a new investment.
Our analysis suggests that expansions are quite different in nature to new investments, so that they are not simply about adding scale to existing operations for the purpose of achieving greater economies to scale. While greater economies of scale or scope may be a consequence of these expansions, the results of this analysis suggests that they are also subject to market-access and resource-seeking motives, so that they are not being made to simply add scale to existing operations for efficiency motives.
The estimates on the controls are plausible and they indicate that on the whole the access to the EU Single Market increases the inflow of FDI, indicating that the 'new' EU benefited from the EU accession in 2004 and 2007. Similarly, the Single currency is also found to encourage FDI location, suggesting that the 'new' EU Member States should see their investment grow as they choose to adopt the Single currency. While it is not an official target of the EU Structural Funds, the payments under the EU Regional Policy support failed to stimulate the inward FDI, and in the case of the EU-10 we detect an inverse relationship between the size of the EU Structural Fund payments and the probability of inward FDI. The 'old' EU continues to be a more attractive destination for investment than the 'new' EU Member States, regardless of whether it is a new investment project or an expansion of an existing activity. Overall, the paper shows that there are important differences in the nature of FDI between the West and the East of Europe. Part of the model specification are also auxiliary dummy variables: wage rate dummy, Bulgaria-Romania dummy and Herfindahl dummy, but the coefficient estimates are not of direct interest and hence, not reported in the Table. 38 Table. 
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